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PREP ACE 
The underlying structure of the recording 
process, and statement presentation, in accounting for 
hotels has been set forth in some detail by the authors 
of "Uniform System of Accounts for Hotels". 
With fev changes, this manual has been ac-
cepted as a guide to the preparation of standard fi-
nancial statements and schedules reflecting the oper-
ations of all phases of the hotel. Since this paper does 
not attempt to summarize completely the information 
contained in "Uniform System of Accounts for Hotels", 
reference should be made to it by any one desiring a 
more detailed discussion of the various procedures 
toll•ved by most hotel accounting departments. 
I would like to express my appreciation to 
Harris, Kerr, Porster and Company for their cooperation, 
and for the use of their files and records in compiling 
information for this paper. 
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I. INTRODUCTION 
It has been said that a hotel is merely a 
grouping of several businesses under one roof and one 
name. To some extent this is true, and, with this fact 
in mind, I hope that the readers of the material presented 
in this paper will not only gain some insight into the 
hotel business and its accounting systems and problems, 
but will also see the relationships between the hotel 
business and all businesses of a similar nature. 
Although hotel accounting peculiarities will 
be emphasized, it is not the purpose of this work to 
merely distinguish between hotel accounting and all 
accounting. The fact that the hotel encompasses a broad 
field of business activity makes the hotel all the more 
suitable as a subject for investigation from the account-
ants' point of view. 
The American hotel, as we know it today, was 
established a little over one hundred years ago. Until 
that time, we had many iDils and taverns, but these, 
although numerous, were quite inadequate viewed in the 
light of our present-day concepts of a hotel. The inn 
or tavern guest existed merely because of his nightly 
need for shelter and food as he traveled. Private rooms 
were indeed a rarity, and the guest, as he slept, was 
only slightly more safe than were his personal belongings, 
which often-times had disappeared by sunrise. The meals 
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and other services offered by these establishments were 
on a par with this general atmosphere, and the guest, as 
he lett, could seldom be describe4 as a happy and satis-
fied customer. 
The first hotel, of the type with which we are 
now familiar, was the Tremont Hotel. This was built in 
Boston in 1829, and, shortly thereafter, the Astor House 
was opened in New York. These hotels featured such lux-
uries as single and double rooms and soon became famous 
throughout the country. It has become evident that they 
were the forerunners of the present-day hotel. For 
instance, it was the Tremont Hotel that introduced indi-
vidual table service and the use of the fork to the 
American public. It must be noted, however, that a visit 
to these, and subsequently constructed "modern" hotels of 
that era, would not prove so delightful to us as it did 
to their guests. There were no elevators, heating systems, 
electric lights, private bathrooms, or telephones in 
existence at that time. 
As our scientific knowledge grew along with the 
industrial reTolution in the nineteenth century, so did 
the hotel business. Better means of transportation meant 
more people traveling and, thus, a greater need for good 
hotels. Countless scientific advances were made which 
improved the Americans' standard of living, and a great 
number of these were introduced to the public by the hotel. 
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Inner-spring mattresses, bath tuba, 'steam heat, safety-
deposit boxes, elevators, running hot and cold water, 
and interior decoration are only a few of the areas in 
which the hotel business can take pride as having been 
first. 
Today we find that the hotel business ·occupies 
much the same relative position in our modern society. 
Our hotels offer the American public innumerable services 
and conveniences not imagined only a few years ago, and 
on• can only speculate as to the future. But, I think 
we can safely say that the hotel will continue to be a 
barometer of our continuously rising standard of living. 
It should be evident that the accounting func-
~ion for such an industry has grown simultaneously in 
importance and complexity. In the days of the tavern and 
the inn, the proprietor's accounting for his business 
consisted merely of putting his daily cash receipts in a 
safe place. If he wanted to know how his business was 
4oing, he would count his cash, and, if he could write, 
he kept a simple record of these cash receipts. 
The development of banking and the credit 
sys,em put an end to this easy cash counting. The pro-
prietor found that he could no longer expect cash from 
his customers. Instead, he was receiving bankers' drafts, 
and he was forced to open an account in a bank which 
would accept these papers as money. So long as the pro-
prietor operated all the phases of his business, his 
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accounting remained quite simple. But, as his business 
grew, he found that he had no time to personally super-
Tise all the departments which were becoming larger and 
more distinct. T~e growth of his business meant that 
he had to place other people in charge of some of its 
operations, each of whom had to keep records, and, 
necessarily, an expansion took place in the accounting 
work. 
More recently, when the goTernmental regula-
tions on business were introduced, the need for a sound 
accounting function in hotels became an absolute neces-
sity. The proprietor was no longer the only party inter-
ested in knowing the financial results of his business. 
The deTelopment of consistent accounting practices in 
hotels has come about relatiTely recently, since the 
need for it had not been recognized earlier. More and 
more, the business has become a separate entity - that 
is, separate from the proprietor or stockholder. The 
results of its operations are of interest to many more 
people, and the hotels' financial statements are no longer 
associated with the owners so much as they are associated 
with the business as a separate body in itself. The im-
portance of the accounting department, then, can be readi-
ly understood. 
Before examining the actual accounting processes 
as they are found in our hotels, I think we should attempt 
to determine exactly what can be expected from the account-
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ing department and by the independent hotel auditor. 
The accounting department is relied upon by 
management for information, figures, and statements 
that will aid management in ma.lting decisions concern-
ing the operation of the business. These figures, then, 
must be as reliable and meaningful as possible, for the 
decisions based upon them can be no more sound than the 
figures themselves. It is easy for any accounting 
department to come up with a mass of figures, but manage-
ment will not have the time or inclination to wade through 
them and pick out the important factors. Statements, there-
fore, must be as brief and meaningful as possible, display-
ing their message as clearly and simply as possible. The 
figures must also be up-to-date. For instance, it will 
not be of much use to the ma.aager of a hotel to know two 
or three months later that his payroll was rising above 
its desired level, and that now it is back to where it 
should be. The damage is already done, and it is too 
late to take any steps toward cutting his labor costs 
for the prior three months. The accounting department 
must also be concerned with the validity and correctness 
of its figures. A sloppy accounting department will 
produce invalid figures, and, as a result, the hotel will 
find itself paying the outside accountants for work that 
should·have been done correctly by its own accountants. 
The burden carried by the hotel auditor is 
constantly increasing along with his own importance to 
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management. Whereas a few years ago his duties were 
mainly those of 'bookkeeping, the increased governmental 
regulations and reports, modern intense business competi-
tion, and his hightened position in the hotel, mean that 
his duties nov cover a wide area. He must be able to com-
pute and prepare forms for such items as cabaret taxes, 
social security taxes, meals taxes, unemployment insurance, 
and withholding taxes. Beyond this, he must keep informed 
on changes in accounting methods and procedures, new 
accounting machines and equipment, and he must be able 
to recognize the needs for revision in his department as 
they appear. More and more, he is becoming concerned with 
systems and with the organization of a hotel as a well 
integrated unit. Maintaining an open mind and an objective 
point of view in the face of all his detailed duties, while 
working at the same hotel day-in and day-out, can be a 
difficult task. In spite of his ever increasing responsi-
bilities, the auditor should remain independent from manage-
ment, although cooperation between the auditor and management 
is vital. 
Assuming that a particular hotel is enjoying the 
services of a good aeeounti~~;~ cle'p,artment, what is the func-
tion of the independent accoun'bnt? Primarily, the inde-
pendent accountant examines the recording process in the 
hotel, and renders an opinion on the statements of financial 
position of the hotel. However, his services are not 
limited to this alone. He brings with him a fresh and 
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independent point of' view, which often will hold the 
problems of' the hotel in a different light. He is not 
constantly concerned with the detail and routine that 
plagues the hotel auditor. He will see relationships 
among the figures that may not always be apparent to 
management or to the accounting department. He will, 
also, through his knowledge of' other clients, be able 
to picture more clearly the position of' a particular 
client in the industry as a whole. Prom this relation-
ship between the independent accountant and the client, 
come all the secondary services so useful to, and widely 
used by, hotels. They are services which no hotel manager 
could expect :f'rom his own accounting department, a.nd a 
more detailed discussion of' these will follow. 
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.!L. l!m DEPAKfHENTS 
Perhaps the most distinctive feature of the 
hotel is its departmentalized organization. Unlike 
many businesses, the hotel is made up of several depart-
ments which are easily distinguished from one another 
in their purposes, locations, and operations. Each 
department is relatively independent of the others. 
This situation can be readily understood by both the 
hotel personnel and the public. The customer will 
often visit a hotel because of the fine food it serves 
and never register as a guest, or he may consider the 
rooms comfortable and economical but prefer to eat else-
where·. As we will see, this situation is reflected not 
only in the financial results of the hotels' operations, 
but also in the methods of statement presentation. Very 
little can be told about a hotel from a statement that 
discloses merely totals for such items as sales, cash 
receipts, profits, and various expenses. The clear-cut 
distinction between departments in a hotel must always 
be borne in mind when considering accounting for hotels, 
for it is an integral part of every hotel's structure, 
and any attempt to combine or reorganize these depart-
ments on paper in unnatural groupings would be futile 
and contrary to sound accounting procedure. 
In emphasising this point, I am presenting 
a list of departments or operating units found in hotels. 
11 • 
This is not .to say that any one hotel will necessarily 
include each item on the list, or that a particular 
hotel may not operate a department not mentioned. 
Rooms Transportation 
Food Checkroom 
Beverages Washroom 
Telephone Barber Shop 
Baths News Stand 
Florist Cigar Stand 
Soda Shop Beauty Shop 
Valet Guest Laundry 
Garage House Laundry 
Also, it must be remembered that, although 
many of these departments will be found in a hotel, 
they are not always operated by the hotel, and they may 
come under the classification ef concessions or store 
rentals. 
Having made the distinction between departments, 
it becomes evident that, especially in the areas of 
purchases and expenses, the hotel must make certain 
allocations to the various departments for items that 
apply to more thaa one department. For example, it is 
relatively easy to determine Food Sales as compared with 
the expense of laundering incurred by the Food Department 
in the House Laundry. 
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Consideration must also be given to the fact 
that one department may be involved in performing more 
than one function. For instance, the dining room may 
be engaged for special parties and banquets. If such 
~ccnrrences are numerous or material, a separate 
accounting for them should be undertaken in order to 
d~stiJ1iuish between them and regular food departme:qt 
<!l)!trations. 
A discussion of the allocation of general 
and overhead expenses to the departments and the 
various forms of other income and expenses will follow. 
At this point, it will suffice to say that the over-
riding criterion in any hotel accounting system is the 
determination of operating results in accordance with 
the departmental structure of the hotel. The depart-
ments most common to all hotels will be discussed in 
detail as to their accounting operation on a day-to-day 
basis, with the full realization that methods vary among 
hotels. However, the methods presented are those which 
I feel are generally accepted throughout the hotel 
industry, variances arising chiefly in the area of 
individual procedural preferences or special situations 
existing in particular hotels necessitating adaptations 
to meet these situations. The departments to be ex-
amined are rooms, food, beverages, and other operated 
departments. 
1). 
III. ROOMS DEfARTMENT 
The rooms department is at the heart of the 
hotel's operations. Usually it includes the following 
activities and personnel: 
1. Management 
hostesses. 
assistant managers and 
2. Pront Office - office manager, night 
auditor and clerks, room and rack clerks, 
iaformation clerks, mail clerks, reser-
vation clerks, front office cashiers, 
typists and stenographers. 
3., Housekeeping- housekeeper and assistants. 
4. Housemen - furDiture polishers, vall and 
paint washers, street and elevator cleaners, 
etc. 
5. Service - bell-men, pages, elevator 
operators, doormen and footmen, chaperones 
and guides. 
From an accounting point of viev, the front office 
deserves special attention since it is at this point that 
the compilation of data for the entire hotel originates. 
The arriving guests must fill out registration cards which 
are carefully controlled by prenumbering and stamping for 
time of arrival and departure. Por each guest, an account 
card is made out and kept ia the front office. On the 
account cards, the front office cashier posts all charges 
and credits applicable to each guest, with the exception 
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of room rent which is posted by the night auditor, and 
retains all vouchers which support these postings. 
All cash receipts throughout the hotel are 
turned in to the front office cashier Yho keeps a 
record of the amounts on a front office cash sheet, 
segregating them properly by department. When the cash 
sheet has been properly ruled and balanced, the cash 
receipts for each day are turned over intact to the 
hotel auditor who then makes his daily bank deposit. 
Care must be taken to insure that amounts entered on 
the front office cash sheets are placed under proper 
headings. There are two principal segregations of 
customers' charge sales transactions. The "Guest Ledger" 
column on the front office cash sheet will reflect all 
payments to, or receipts from, customers who are registered 
as hotel guests at the time of the transaction. The "City 
Ledger" column will reflect all such payments for customers 
who are not registered guests at the time of the trans-
action, even though the payment may be on an account which 
originated while the customer vas a guest. Obviously, 
when a guest checks out and does not completely settle 
his account, it is transferred from the guest ledger of 
accounts receivable to the city ledger. Allowances made 
to any customers are first recorded on a prenumbered al-
lowance voucher with proper explanations and authorization. 
Each day, in the front office, the night auditor 
will prove the departmental charges on his transcript. 
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This form may be either machined or handwritten, the 
machine form showing only totals by departments, and 
the handwritten form showing both departmental totals 
and the break-down by guests. As previously mentioned, 
the night auditor will verify room rates and charge the 
hotel guests' accounts accordingly. He will also check 
the cashier's postings, post all charges not posted by 
cashiers, prove the total guest accounts receivable, 
and turn his transcript over to the hotel auditor when 
it is complete. 
The front office room clerk keeps a copy of 
the housekeeper's report. This report, made out by the 
housekeeper, shows the condition of each room in the 
hotel. The room clerk must know at all times whether 
a room is vacant, occupied, out of order, etc. This 
will keep him informed as to rooms available for rental, 
guests who may leave without paying or checking out, and 
guests who have checked out before he came on duty. Some 
hotels have adopted an electronic system featuring a board 
with the room numbers and colored lights. The color show-
ing at any time indicates the condition of the room and 
is set by the housekeepers directly from the rooms by 
pressing the appropriate buttons. 
The rooms department, then, as it includes the 
activity of the front office, is the central department 
of the hotel with respect to the gathering of operational 
data. Nevertheless, it must be regarded primarily as a 
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depar-tment derhi.ag its revenue from the sale of rooms, 
against which are applied the expenses of the front 
office and those of all other activities and personnel 
included in the department. 
To the hotel's income statement, will go the 
net figure showing Rooms Department Profit or (Loss), 
suppor-ted by a separate schedule (see Chart I) for the 
rooms department. 
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CHA.R'l' I. 
ROOMS 
Gross Sales 
Guest Rooms 
Public Rooms 
Total Gross Sales 
Allowances 
Net Sales 
Departmental Expenses 
Salaries and Yages 
Vacation Pay 
Employees' Meals 
Payroll Taxes and Employee Relations 
Laundry 
Cleaning Supplies 
Printing and Stationery 
Decorations 
Miscellaneous 
Total Expenses 
Departmental Pro.fi t or (Loss) 
SOURCE: Uniform System of' Accoppts for Hotels 
• 
··---
• 
·---,, __ _ 
Hotel Association of NeY York City, 1952. Page 14 
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The sale of guests rooms is self-explanatory. 
This does not include the sale of public rooms for special 
functions such as lectures, meetings, dances, and exhi-
bitions. Revenue from these functions, if it is from 
food and beverages as well as the room rent, must be 
allocated to the other departments concerned. The 
distinction between guest and public rooms, at least, 
should be made, while a further break-down of guest rooms 
may be desirable depending upon the situation. 
Since the sale of rooms is the first service 
that comes to mind at the mention of a hotel, one might 
very well ask what relation the rooms department bears 
to other departments in terms of total sales and income. 
In 1959, rooms sales amounted to approximately 49 per cent 
of total sales and income in the average hotel (see 
Chart II). 
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CHART II. 
HOTEL SALES AND INCOME 
Total Sales apd Income 
Total Transient Residential Resort 
400 Hotels 300 Hotels 60 Hotels 40 Hotels 
Rooms 49.0% 47.9% 55.3% 49.5% 
Food 32.7 33.4 27.3 34.0 
Beverages 12.7 13.0 12.2 l1.3 
Telephone ).1 3.2 3.4 1.5 
Other Dept. 
Profits .s .7 .4 1.7 
Other Income 1.7 1.§ 1.4 2.0 
TOTAL 100.0% 100.0% 100.0% 100.0% 
SOURCE: Trends in the Botel Business 
Harris, Kerr, Forster & Co., 1959. Page 16 
IV. FOOD AND BEV'ER!GE DEPARTMENT 
Most hotels have both food and beverage 
facilities, and the problems and procedures found with-
in these operations are not much different than those 
found in any food and beverage business, whether it is 
connected with a hotel or not. Here, again we see that 
the hotel must be diversified in its ability to operate 
ita various departments, which are distinct from one 
another. For the purposes of this paper, I am consider-
ing the food department and the beverage department to-
gether. There are many income and expense items which 
can be easily attributed to either food or beverages, 
and, likewise, there are items which apply to both. The 
extent to which these departments may be segregated in 
statement presentation is largely a matter of choice. 
Where a complete segregation of these departments is 
desirable, care must be taken in the. allocation of in-
come and expense items which are applicable to both. In 
general, I believe that the segregation between food and 
beverages is desirable wherever possible in order to 
furnish management with a clear picture of the food and 
beverage operations, always keeping in mind the situation 
in the particular hotel to insure an equitable allocation. 
From an accounting standpoint, however, the operations 
are so similar that they may be discussed simultaneously. 
In medium sized and large hotels, the entire 
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food and beverage operation will tall under the super-
vision of the catering manacer while, in smaller hotels, 
the manager usually has this responsibility. The oper-
ations with which this department head is concerned are 
usually those ot the banquet sales office, the vine 
cellar, the service and stand-up bars, the cocktail 
lounges, the storerooms, the kitchens, the public dining 
rooms, banquet rooms, and service to guest rooms. The 
size of a hotel will usually 4ete~ine the number of 
these operations found in the hetd. .Also, · i t,·Yill 
determine the intent of respoaaibility ddepted to sub-
ordinate department heads as they are required. 
The sales of food and beverages are recorded 
originally on restaurant and bar checks and are veri-
tied by either the cashier or food checker. Before the 
daily receipts are turned in to the front office for 
processing by the night auditor, the cashier must total 
the checks and enter the amounts of cash and charge sales 
on the cashiers' record. This record is turned in to the 
front office along with the checks and cash receipts. 
Many controls may be employed by hotels to insure that 
the sales of food and beverages are properly recorded at 
their inception. These will vary from hotel to hotel 
depending on the degree of control desired. In general, 
these controls will insure th&ta 
1. .i. customer receives the items for which he 
is charged by entry on the check, and that 
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the proper sales price is applied to each item. 
2. Cash and charge sales revenue represented by the 
restaurant and bar checks is properly registered 
as cash or approved charges. 
3. Revenue and income, as reported by the cashiers 
or food checkers, is audited and reconciled daily. 
Once these steps have been carried out, it is the 
responsibility of the accounting department to compile the 
sales figures. This may .be done in any manner desired by 
management. The sales may be classified by dining room, 
room service, banquets, etc., or they may be further broken 
down into breakfast, lunch, and dinner. A hotel operating 
on the ~erican plan, where one charge is made to a guest 
for his combined room and meals, will allocate a portion of 
this charge to the food department sales. In this case, 
the restaurant checks will support food dollar sales only 
for custome~s not registered on the American plan and will 
support figures on the numbers and type of meals served to 
the American plan customers. The sale of beverages may also 
be broken down by location and by type (beer, wine, liquor, 
etc.) as desired. The food and bnerage sales do not include 
those found on officers' and employees' checks. These 
~~ounts should be reduced to cost of food and beverages 
9onsumed, and charged as employees' meals to the departments 
in which these people work. Allowances and rebates maae.to 
customers at a time subsequent to the individual sales will 
be deducted from food and beTer~~og,e aales to arrive at net 
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sales. 
The cost of food and beverages sold represents 
the cost of the materials consuaed at their gross invoice 
price less trade discounts. These accounts will be credited 
with any revenue derived from the subsequent sale of items 
such as grease, bones, empty barrels, bottles, corks, etc. 
Against the food and beverage gross profit are ~pplied 
the various expenses of the aepartments in arriving at the 
departmental net profit or los•· 
The following is an illustration of a typical 
statement for the food and beverage departments where income 
and expenses are allocated between the two. Other state-
ments will take this general form giving single totals 
where it is believed that no equitable allocation can. be 
made between food and beverages for any or all items. 
(See Chart III.) 
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CHAR! III. 
FOOD AND BEJERAGES 
Gross Food &nd B.ver&ge S&les 
Dining Room 
Cafe 
Room Service 
Banquets 
Total Gross Sales 
Allowances 
Net Sales 
Cost of S&les 
Cost of Supplies Consumed 
Less: Cost of Employees' Meals 
Gross Profit 
Other Income 
Total Revenue 
Department&l Expenses 
Salaries & Wages 
Employees' Meals 
Kitchen Fuel 
Utensils 
Paper Supplies 
Decorations 
Menus and Beverage Lists 
Music and Entertainment 
Licenses &nd Taxes 
Total Expenses 
Departmental Profit or (Loss) 
Total 
25. 
Food Beverages 
SOURCE: Uniform System of Accounts ~ Hotels 
Hotel Association ot NeT York City, 1952. Page 21 
Since the food and beverage departments provide 
the average hotel with approximately 44 per cent of its 
total sales and income, some consideration must be given 
to the problems facing the hotel in these areas. The 
importance of these departments dictates that they must 
be supervised by management at the top level. If manage-
ment finds that it cannot actively participate in the 
supervision of the food and beverage operations, the As-
sistant Manager in charge of Catering, or the Food Manag-
er, must be an executive who is not only trained in the 
technical phases of food and beverage preparation, but 
also a good businessman who can see the broad picture of 
the operation and coordinate it in all its phases with 
organizational and managerial skill. 
Perhaps, more than in any other department in 
the hotel, the control of expenses presents the greatest 
problem in the food and beverage department. The follow-
ing areas are of primary importance in the control of ex-
penses. 
1. Pavroll and Staffing. In most instances, 
salaries and wages are the greatest single expense in the 
food and beverage operation, exceeding even the cost of 
food and beverage sold. In the average hotel, the payroll 
in these departments constitutes over 40 per cent of the 
total hotel payroll. (See Chart IV.) Proper attention 
aust be given to the areas of organization and division 
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of duties,, job analyais, trainiag requirements, working 
hours, and labor-saving equipaeat. 
2. Purehasing and Receiving. Stewards, purchas-
ing agents, and receiving clerks can initiate great savings 
for a hotel through their knowledge of purchase speci-
fications, the wholesale food market, sources of supply, 
price informatioa, and the receiving of merchandise. 
3. Sales Informatiop and Menu Planning. The 
chef, as he plans his menus, must be provided with sales 
information as to customer preferences, proper pricing, 
and other competitive hotel sales practices. The prepa-
ration of meals which are aot consumed result in waste 
through improper menu planning. 
4. Employees' Meals. Frequently, this phase 
of the food operation is ignored by management, and a high 
cost of food consumed can result if employees' meals are 
not properly planned and supervised. 
27. 
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CHART IV. 
DEPARTMENTAL BREAKDOWN OF THE 
1959 PAYROLL DOLLAR 
De:e§rtm!Dt Total Transient Residential Resort 
400 300 60 40 
Hotels Hotels Hotels Hotels 
Rooms 27.8" 27.3" 34.0% 22.7" 
Food & 
BeTerages 42.4 43.0 40.5 39.5 
Telephone 2.5 2.4 3.1 1.7 
Other Operated 
Departments 3.2 3.1 1.1 8.0 
AdllinistratiTe 
& General 10.1 10.1 9.1 12.0 
AdTertising 1.6 1.6 1.0 2.4 
Heat, Light, 
& Power 3.2 3.2 3.6 2.4 
Repairs & 
Maintenance 6.1 5.9 6.5 8.0 
Sub-Total 96.9?' 96.6" 98. 9" 96.7% 
Laundry 3.1 ).4 1.1 3.3 
Total 100.0% 100.0% 100.0% 100.~ 
SOURCE; Trends in the Hotel Bu!iness 
Harris, Kerr, Forster and Co., 1959. Page 12 
V. OTHER DEPARTMENTS AND EARNINGS 
Rooms, food, and beverage sales, as we have 
seen, constitute by far the greatest portion of hotel 
revenue. Yithout minimizing the need for proper account-
ing treatment of the other hotel activities, we can under-
stand that these departments demand much of the accountant's 
time and effort. The other departments receive much the 
same type of accounting procedure. Each department main-
tains its identity throughout the recording process and 
in the formulation of statements. All individual depart-
mental profits or losses are itemized on the income state-
ment, supported by the individual departmental schedules. 
Revenue from sourees other than operated depart-
ments is· usually made up of such items as rent, concessions, 
collllissions, discounts, interest, and vending machines. 
These are itemized and summarized in one schedule and 
reflected on the income statement in total as an addition 
to total departmental profits in arriving at gross operat-
ing income. Store rentals will not be included in other 
income, but rather it is shown as a separate item on the 
income statement. 
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VI. CHART OP ACCOUNTS 
Before a discussioa of the various accounts 
most significant in the accounting and auditing of hotels, 
I am presenting a suggested chart of accounts for hotels. 
Account No. 
A - 100 
A- 101 
A- 102 
A- 103 
A - 104 
A - 105 
A- 106 
A- 107 
A - 108 
A - 109 
A - 200 
A - 201 
A - 202 
A - 300 
A - 301 
A - 302 
A- 303 
A - 304 
A - 400 
A - 401 
A - 402 
A. - 500 
A - 501 
A - 501A 
A - 502 
A - 502A 
CHART V 
ASSETS 
Current Astet§ 
Cash on Hand 
Cash in Bank 
Notes ReceiT&ble 
Accrued Interest Receivable 
Accounts Receivable - Guest Ledger 
Accounts Reeeivable - City Ledger 
Accounts Receivable - Employees 
Other Receivables 
Estimated Uncollectible Accounts 
Exchange 
Inventory of Pood 
Inventory of Beverages 
Supplies and other Inventories 
Prepaid Insurance 
Prepaid Taxes 
Prepaid Licenses 
Prepaid Rent 
Other Prepaid Items 
Marketable Securities 
Deposits on ~chases 
Other Current Assets 
Fixed Assets 
Land 
Buildings 
Accumulated Depreciation - Buildings 
Leasehold and Leasehold Improvements 
Accumulated Depreciation - Leasehold and 
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Leasehold Improvements 
A- 503 Furniture and Equipment 
Account No. 
A. - 50)A 
A. - 504 
A - 600 
A - 601 
A. - 602 
A - 60) 
A - 604 
L - 100 
L - 101 
L - 102 
L - 10) 
L- 104 
L - 105 
L - 106 
L - 107 
L - 108 
L - 109 
L- 110 
L- 111 
L- 112 
L- 113 
L- 114 
L- 200 
c - 100 
c - 101 
c - 102 
c - 110 
c- 111 
c - 112 
Accumulated ~· '' .· Depreciation - Furniture & 
Equipment 
Linen, China, Glass, and Silver 
Other Assete 
Investments 
Organization Costs 
Caeh Surrender Value of Life Insurance 
Deferred Expenees 
Any Other Assets 
LIABILITIES 
Current Liabilitiee 
Accounts Payable Trade 
Notes Payable 
Accrued Payroll 
Withheld Fe4eral Income Taxes 
Withheld State Income Taxes 
Accrued and Withheld F. I. C. A. Taxes 
Accrued Federal Unemployment 
Accrued State Unemployment 
Accrued Meals Tax 
Accrued Cabaret Tax 
Accrued Real Estate Tax 
Customers Advances & Unearned Income 
Dividends Payable 
Other Current Liabilities 
Other Accrued Liabilities 
Long Term Liabilities 
Mortgages, Bonds, etc. payable 
Capital (If a Corporation) 
Capital Stock Issued 
Pro·fi t or Loss 
Retained Earnings 
Capital (If a Partnership or Individual) 
Proprietors' or Partners' Investment 
Proprietors' or Partners' Drawing Account 
Profit or Loss 
:n. 
Account No. 
B - 10 
B- 11 
B - 12 
B - 20 
B- 21 
B - 22 
B -, 23 
B - 24 
B - 25 
B - 26 
B - 27 
B - 30 
B - 31 
B 32 
B- 3l 
B- 40 
B - 50 
B - 60 
B - 70 
B - 80 
B - 90 
B- 91 
B - 92 
B- 93 
B - 94 
B - 95 
B - 96 
INCOME ACCOUNTS 
Rooms Departaent 
Guest Rooms 
Public Rooms 
Miscellaneous Room Income 
Food and Beverage Departments 
American Plan (Allocated) 
Restaurant Sales 
Banquets and Extra Meals 
Cafeteria 
Coffee Shop 
Room Service 
Cover Charges 
Miscellaneous 
Telephone Department 
Local 
Long Distance 
Commission 
Service Charges 
Other Operat!d Departments 
News Stand Sales 
Cigar Stand Sales 
Valet Sales 
Checkroom Sales 
Garage and Transportation Sales 
Other Income 
Rentals 
Concessions 
CoiDI!issions 
Vending Machines 
Interest 
Cash Discounts 
Miscellaneous 
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Account No. 
B - 100 
B - 101 
B - 102 
B - 103 
B - 104 
B - 105 
B - 106 
B - 107 
B - 108 
B - 109 
B- 110 
B - 111 
B- 112 
B- 113 
B- 200 
B - 300 
B - 400 
B- 500 
B - 600 
B - 700 
B - 800 
B - 900 
B - 1000 
mP§!is 
Charges to Departments 
Salaries and Wages 
Vacation Pay 
Employees' Meals 
Uniforms 
Music and Entertainment 
Kitchen Fuel 
Laundry 
Cleaning 
Supplies 
Decorations 
Linen, China, Glass, and Silver 
Printing 
Rent 
Miscellaneous 
Allocated to Department! Where Possible 
Administrative and General Expenses 
Advertising and Businesa Promotion 
Payroll Taxes and Employee Relations 
Beat, Light and Power 
Repairs and Maintenance 
Municipal Taxes and Rent 
Insurance 
Depreciation aad Amortization 
Interest 
Thia Chart should serve as a general guide to 
the nature of accounts used by hotela and the groupings 
usually found. Variations from the Chart presented here 
may occur in the numbering system and especially in the 
areas of income and expense. Income from departments 
(B - 10 to B - 80) will vary in almost every case depend-
ing upon the activities of the particular hotel and the 
departments operated. The essential point with regard 
to expenses is that they be distributed to each department 
33. 
as appropriately as possible. The B - 100 series is a 
good sample of many such expenses that can be readily 
distributed. B - 200 to B - 1000 are examples of 
expenses requiring more attention as to the possibility 
of their allocation to departments, and as to the basis 
upon which the proposed distributions should be made. 
In the allocation of general expenses to 
operated departments, one must also consider the desira-
bility of distributing certain overhead expenses to other 
overhead departments. For instance, it may be advisable 
to allocate a portion of depreciation expense to heat, 
light, and power before distribution of these are made to 
the operated departments concerned. Keeping in mind the 
fact that allocations of this sort are a matter of opinion 
and judgement, if any allocation is desired for these ex-
penses, the following methods are suggested. 
1. General and Administrative Expenses could 
be distributed on a sales or payroll basis. Examples of 
these expenses are: 
Cash Overages and Shortages 
Losses and Damages 
Legal Expenses 
Accountants' Pees 
Trade Publications 
Manage,ment Pees 
Executive Office Expenses 
Trustees' and Registrars' Pees 
Traveling Expenses 
Trade Association Dues 
Printing and Stationery 
Salaries and Yages (managers, accountants, 
clerks, etc.) 
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2. A4vertisipg apd Business Promotiop can be 
distributed on the basis ot sales. In some cases, it can 
be identified with a particular activity ot the hotel, 
and specific amounts may be charged to the activities 
involved. These expenses would include such items as: 
Salaries and Yages (Publicity manager, press 
representative, etc.) 
Printing 
Letter Service 
Travel 
Broadcasting 
Entertaining 
Postage 
Community Projects 
Newspapers 
3. Heat, Light. aad Power is usually dis-
tributed on the basis ot square or cubic teet. 
4. Repairs apd M&intenance, it the specitic 
jobs cannot be identified, u.y be allocated on estimates 
by the chiet engineer, or on the basis ot square or cubic 
teet. 
The other general overhead expenses can be 
distributed by various similar methods, It must be 
pointed out, however, that most hotels do not tollow 
the policy ot alloc~ting general overhead expenses, and, 
that when it is undertaken, the statements will retlect 
the&e items separately as deductions from the departmental 
protit. Yhen they are not allocated, they appear on the 
income state.ent as deductions trom income. 
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YII. CASH 
The hotel business is largely conducted on a 
cash basis, and the proper accounting for, and Terifi-
cation of, cash is of great importance to the hotel 
auditor as well a.s the outside auditor. There is usually 
a substantial amount of cash on hand at all times in a. 
hotel. The cash consists of daily receipts, house banks, 
petty cash, and an exchange bank. 
In the aTe·rage hotel, the daily cash receipts 
cpming from the Tarious departments pass through the 
f~~•t office where they are recorded on the front office 
cash sheet and are turned OTer to the general cashier. 
They are, in turn, giTen to the hotel auditor for deposit 
in the bank. Each daily ba.Dk deposit should equal the 
preTious day's cash receipts. 
Due to the existence of the seTeral departments 
and cashiers, a. sizeable amount of cash is always on hand 
in the form of house banks. These are reconciled daily 
by the cashier& a.s they count their cash receipts, and all 
oTera.ges and shortages are reported. 
Most hotels maintain an exchange cash account 
through which customers' checks may be cashed. The 
balance of this account should always remain the same, 
and all receipts and disbursements through this account 
should correspond as to date and amount. 
The outside auditor is particularly concerned 
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with the verification of cash. A complete audit ot cash 
in a hotel will usually include most of the following 
steps: 
1. Front office cash sheets are checked to the 
cash receipts book and are tooted on a test basis. 
2. The daily cash receipts, as shown in the 
cash receipts book, are traced to the daily bank deposits 
reflected on the bank statements. Deposits should be 
made intact and on the day following the receipts. 
). Sundry cash receipts such as telegraph 
commissions, sales of grease, and vending machine collec-
tions are reviewed. 
4. House banks are listed and all cash on hand 
is counted as simultaneously as possible, including the 
.:daily deposit it it has not already been made. 
5. Receipts and disbursements in the exchange 
account are proved, making sure that the balance in the 
account remains constant. -
6. Cancelled checks returned by the bank are 
vouched to the cash disbursements book noting dates, 
amounts, payees, and endorsements. 
1. Bank accounts are reconciled as ot the date 
of the audit. Also, receipts and disbursements per the 
books and per the bank statements are reconciled .• 
8. Petty cash disbursements are verified tor 
proper approval and vendors' receipts. 
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9. Other tests include, footing of cash 
receipts and disburs-ents books, reviewing checks 
returned as unacceptable by the bank, procuring confir-
mations of cash balances from the banks, and investi-
gating refunds to guests and endorsements on all checks 
drawn to petty cash, payroll, employees, and exchange. 
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VIII. PAYROLLS 
In hotels, the payment of salaries and wages 
constitutes the largest single expense factor, in spite 
of the fact that the wage scales in the hotel industry 
tend to he lower than those in many other industries. 
In 1959, the average hotel spent 37.7 per cent of its 
income on salaries and wages (See Chart VI.) and, from 
this, we can see that the hotel payroll is an item that 
deserves careful attention from both hotel managers and 
accounting departments as well as from the outside hotel 
auditor. Aside from the dollar size of the hotel payroll, 
hotels experience an extremely high rate of payroll turn-
over in comparison to most other industries. This is 
caused by the fact that hotels make regular use of part-
time and extra employees, mainly in food and beverage 
departments as dishwashers and as extra help for banquets, 
These employees are frequently paid by cash on a daily 
basis, but their payroll records must be as accurately 
maintained as any others. As a result, the hotel payroll 
usually embodies an extremely large number of employee 
listings and computations, containing many payments of 
low dollar amounts and making it cumbersome and time-
consuming. 
9!!UT VI. 
DISPOSITION OF THE HOTEL DOLLAR - 1959 
Expense 
Employees' Wages & Meals 
Cost of Food Sold 
Cost of Beverages Sold 
Operating Supplies & Expenses 
Real Estate Taxes 
Social Security Taxes 
Federal Income Taxes & Other Direct Taxes 
Depreciation 
Balance Available for Rent, Interest 
& Return on Investment 
Total 
SOURCE: Trenf• in th• Hotel Business 
Harr s, Kerr, Por•ter & Co., 1959. 
Percent 
37.7 
10.8 
).9 
23.0 
).8 
1.5 
5.0 
6.0 
8.3 
100.0 
Page 18 
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As is the case in all present-day payrolls, the 
task of computing an employees• p&y has become increasingly 
complicated by goTernmental regulations. The following is 
a list of data that may be needed by the payroll depart-
ment before an employee receives his pay check. 
1. Employees name. 
2. Social Security Number 
3. Position 
4. Regular and Overtime Rates 
5. Time card. 
6. Earnings - regular and overtime. 
1. Earnings in cash value of rooms, meals 
and tips. 
8. Basis for Federal Old Age Benefits and 
Unemployment Insurance. 
9. Basis for State Unemployment Insurance. 
10. Number of Exemptions and Dependents. 
11. Federal Withholding Tax. 
12. State Withholding Tax. 
13. Federal Old Age Benefits Contribution. 
14. Union Dues. 
15. Hospitalization Insurance. 
16. Credit Union Dues. 
17. Government Bond Purchases. 
Yith the high rate of turnover in hotels and 
the existence of cash payrolls at odd intervals, it can 
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be seen that close supervision of the payroll is necessary, 
and that laxity in this phase of the accounting work can 
be disastrous. To further complicate matters, hotels ex-
perience an unusually high number of unclaimed wages 
arising out of the practice of employing frequent extra 
help and the high rate of turnoTer in the lower wage 
groups. 
1a keeping wit~ the departmental structure of 
the hotel, the payroll zoeoo.rds are kept segregated by 
department, and the payroll summaries are formed in a 
manner that enables the accountant to charge each depart-
ment with its share of the payroll expense. The state-
ments, then, will not ordinarily show one figure for the 
total payroll, but will disclose it in the various depart-
mental schedules as applicable. 
The outside auditor, in his audit of the payroll, 
should concern himself with the following procedures: 
1. Examine the periodic payroll summaries, 
noting Tariations in the numbers of employees and dollar 
amounts and tracing them to the payroll records. 
2. Investigate the method of preparing the 
payroll in the light of necessary internal controls, 
such as timekeeping procedures and computations of time 
worked, calculations of earnings, method of payment, and 
the securing of receipts from employees. 
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3. Test approvals of rates of pay a.nd hiring 
of personnel. 
4. Investigate methods of handling unclaimed 
wages, drawing of money for the payroll, and verifying 
amounts of cash drawn or payroll checks deposited in the 
payroll bank account. 
5. Reconcile the payroll bank account examin-
ing returned checks and making sure that the total of the 
payroll checks drawn does not exceed the bank deposit, 
or, in the case of a cash payroll, check employees' signed 
receipts against the cash paid. 
6, Examine vouchers for extra wages paid for 
proper approval. 
1. Examine individual employees' earnings records. 
43. 
IX. PURCBJ.SES 
The natura of a hotel is such that it is involved 
in activities resembling those of retail, service, and 
manufacturing concerns all at once. Purchases are varied 
in nature as they are made for all ~hese phases of the 
hotel operation, and include individual purchases ranging 
widely in scope in both the type of merchandise bought 
and the size of the purchase. In most cases, the hotel 
purchases will include voluminous transactions over which 
the exercise of good control is imperative. 
Most hotels follow a policy of paying suppliers 
accounts monthly, the chief exception to this arising in 
areas where state regulations require the payment of 
liquor invoices within a specified period of time. Invoices 
are usually grouped by supplier for each month and are 
attached to a purchase vou~har. (See Illustration) 
PURCHASE VOUCHJm 
Voucher No. ____ __ 
Check No. ___ _ 
Date __________ __ 
Payable to. ___________________ t.or month of ___ 19_ 
Address~---------------------------------------------------
DATE of Bill to Date 
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The amounts of the invoices are totaled on the front of 
the voucher and distributed immediately on the face of 
the voucher to the applicable accounts concerned. Also, 
it is advisable to attach a copy of the purchase order 
to the voucher to insure that billings have been made 
correctly. The invoices should be signed by the personnel 
authorized to approve dealers' invoices (usually depart-
ment heads) for payment. Yhen the supplier's monthly 
. 
statement is received, it too is attached to the purchase 
voucher, and any differences should be accounted for by 
memoramd& showing deductions applied or credits given by 
the supplier. 
In the audit of purchases for hotels, it is not 
feasible to verify all purchases, but the volume of purchase 
tramsactions present will aid the auditor in determining the 
extent of testin~ to be undertaken. Purchases charged to 
repairs and maintenance and to fixed assets deserve special 
attention to determine that they have been properly classi-
fied. The auditor should include, in his test of purchases, 
scrutiny of the receiving records to make sure that merchan-
dise billed was actually received. When it is found that 
vouchers are missing, further investigation into the system 
of accounting fer purchases will be needed, since this is 
an indication that there is a lack of internal control. 
All items listed in the voucher register which have no 
check number next to them are open. The total of these 
items should equal the general ledger balance of accounts 
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payable at all times, since this balance represents the 
difference between total purchases and cash disbursements. 
Any variation will indicate errors in posting in the 
voucher register or in eash disbursements. When an ac-
count is very active with a supplier so that there is 
usually an open balance payable by the hotel, the open 
balance should equal the sum of identifiable vouchers. 
However, if payments are made covering several vouchers 
or parts of vouchers, a subsidiary record should be main-
tained in the supplier's name showing constant balances 
owed. 
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X. Il!l u:NTORIES 
Sever&l types of inventories are found in 
hotels that require different kinds of accounting treat-
ment. The inventories of food &nd beverages are raw 
materials sold to the customer after manuf&cturing (cook-
ing) or in their original state. Inventories of linen, 
chin&, glass, and silverware are items which enjoy a 
fairly long useful life and can be reflected by several 
different accounting methods. Inventories of various 
kinds of supplies used daily in the oper&tion of the 
hotel are sometimes large in quantity and variety. 
Particularly in the area of equipment inventories 
such as linen, china, glass and silver, hotels vary in 
their methods of determing the expenses involved. I am 
presenting five major procedures used by hotels in &ccount-
ing for these inventories. Although all of the methods 
are not recommended as being proper in most cases, in 
practice they are found in sufficient use to warrant 
mention here. 
1. Linen, china, glass, and silver are 
treated as any other fixed assets and depreciated on 
a straight-line basis over a life of approximately three 
to five years. All purchases are capitalized and ac-
cordingly depreciated. 
2. The cost of the original inventory is capi-
talized and depreciated on a straight-line basis over a 
lite ot three to five years. All additional purchases 
ot these items are charged directly to expense. 
3. The inventory is earried as a current asset 
just as supplies would noraally be treated. Periodic in-
ventories are taken, and the cUtferences are charged to 
expense. 
4, A reserve tor replacement of linen, china, 
glassvare, and silver account is employed. This account 
is debited tor the amount of all purchases going directly 
to the departments for immecllate use, and tor all issues 
to the departments from the hotel inventories not in use. 
Monthly entries are made, based on a percentage of net 
departmental sales, charging expense and crediting the 
reserve account, During the fiscal year, a credit 
balance in this account is shown as a liability, and a 
debit balance is shown as either a negative liability or 
a current asset. At the end of the year, any balance in 
the reserve account is written off to expense. 
5. All purchases of linen, china, glass, and 
silver are charged directly to expense, 
All these methods of accounting tor equipment 
inventories have some merit, I believe, except where all 
purchases of these items are expensed or the inventory 
is completely depreciated. A realistic point of view 
must take into consideration the tact that these items 
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have a useful life of some duration, and that,as this 
equipment is continuously replaced, it never can be 
depreciated completely. Again, I must emphasize that 
tne previously suggested chart ot accounts is to be re-
garded as flexible and easily modified or arranged to 
conform with specific practices desired, or situations 
en-~;tered. 
In a well managed hotel with good accounting 
practices, a perpetual inventory ot beverages will be 
maintained. It such is the case, there will be a sepa-
rate inventory sheet for each brand of beverage item. 
The data on these sheets will disclose: 
1. Brand name and type of beverage 
2. Dealers' Names. 
3. Unit sizes 
4. Dates of receipts. 
5. Quantities received. 
6. Unit prices. 
1. · Dates of requisitions (issues from stocks) 
8. Quantities issued. 
9. Names of bars to which issues are made. 
10. Current inventory balance. 
Special attention should be given to the control 
of beverage inventories tor several reasons. One, is that 
they can be of relatively high dollar value in the range 
ot the higher priced liquors. Also, beverages are an item 
that can be readily converted into cash as well as readily 
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consumed. If the opportunity for pilferage of this inven-
tory is present, the temptation is great, and the hotel 
is asking for trouble. Control over receiving, storing, 
and issuing beverages is essential. Although perpetual 
inventory records are desirable, it must be mentioned 
that many hotels follow the practice of taking periodic 
(usually monthly) inventories of beverages. Beverage 
inventories may be found in the wine cellar, at the vari-
ous bars, and occasionally in storage warehouses. 
Inventories of food, although not necessarily 
of high dollar value, present a problem to the accountant 
mainly because of the tremendous number of different 
kinds of items involved. This makes it cumbersome and 
hard to manage if one allows it to get out of hand. 
Pricing of this inventory may present quite a task also, 
since prices fluctuate here mere than in the other inven-
tories. The staple stores, such as groceries, canned 
goods, and vegetables, should be stored in a central store-
room. Perishables, such as meats, fish, eggs and ice 
cream, will be found in the freezers and kitchen or pantry 
refrigerators. The authors of Profitable Food apd Beverage 
Opera~ion state; 
A·physical inventory must be 
taken, by actual count, once each 
month as of the close of business 
of the last day of the month. This 
should not be left to the storeroom 
staff as is sometimes done. It 
should be taken by the food cost 
50. 
accoun~aat, the food controller 
or a respe:aaible representative 
ot the accounting office. 
In addition, periodic mid-
month spo~-checks of high-priced 
items are advisable. The open-
ing inventory plus purchases, 
minus issues, should give the 
status ~t the physical inventory 
at a:a:y· ~ime during the month tor 
any i ~em. 
Inventories of supp];~•• include such itemscas 
printing and stationery, cleaning and paper supplies, 
:engineers supplies, a.nd repa.irs and maintenance supplies. 
The purchases of these items are routine and recur at 
regular intervals in approximately the same amounts. As 
a result, they are almost always charged directly to ex-
pense. ETen though there is usually a stock of these 
items on hand at all times, it is within the realm of 
sound accounting procedure to expense them as they are 
purchased, because they are quickly consumed and are not 
usually material in dollar value. An attempt to operate 
a perpetual inventory system tor these items would only 
serve to increase paper work tor the hotel, and the data 
resulting from such a system would be of negligible· 
value to management. However, periodically (preferably 
at the year-end), the supplies on hand should be inspected 
to determine that an excessive amount of these items have 
not been accumulated during the year without being used. 
It this is found to be the case, some disclosure of the 
value of the inventory on hand should be made in the 
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statements. Frequently, in thia type of situation, 
further investigation vill prove that much of the inven-
tory vill be made up of spoiled or absolete merchandise 
whose value should be written off, 
52. 
XI. TAXES 
As I have mentioned, governmental legislation, 
local, state, and federal, has resulted in the necessity 
for more· accurate record keeping on the part of the hotel 
accountant. Generally speaking, all businesses are sub-
ject to the same taxes, variations appearing mainly in 
the area of certain taxes directed at specific business 
activities. Also, local and state taxes will vary from 
one location to another. It has become popular among 
businessmen to regard the ever increasing burden of tax 
records and computations as a necessary evil which has 
been inflicted upon them. This attitude is understand-
able, but, as in most things, there is another side to 
the story. A hotel, which would ordinarily tend to be 
sloppy and unmindful of the advantages of detailed ac-
counting records, can no longer persist in this attitude. 
For example, the computation of the cash value of employ-
ees meals and lodging must be made in order to properly 
arrive at a figure representing the total earnings, and 
this must be undertaken to satisfy some existing tax 
laws. These are figures of some consequence to management, 
and, in many cases, they would not be computed in the absence 
of such laws. 
The demands of tax legislation have been felt 
mainly by the accountants, both private and public. 
Forms applicable to hotels are prepared by either the 
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hotel auditor or the outside auditor or both. They usu-
ally include some or all of the following: 
Federal 
Federal Income Tax 
Federal Unemployment Insurance Tax 
F. I. C. A. Tax 
Admissions and Dues Tax 
Cabaret Tax 
Withholding Tax 
Information Returns 
State 
Franchise Tax 
Utility Tax 
Sales Tax 
Vi thholding Tax 
Certificate of' Condition 
Excise Taxes 
Unemployment Insurance 
Beverage License 
Local 
Real Estate Tax 
Utility Tax 
Franchise and Other Local Assessments 
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Most of the tax return preparation is under-
taken by the hotel auditor, altho.,h the independent 
accountant will inY&riably review the work done by the 
hotel. The independent accountant may prepare some of 
the returns for such items as Federal Income Tax and 
Massachusetts Excise Tax, depending upon the desires of the 
hotel. It must be remeabered, however, that the area of 
taxation may require the attention and services of other 
personnel. Legal counsel is frequently employed, and 
an Internal Revenue Agents' Report may change the tax 
liability as the result of an examination. All de-
terminations of tax liabilities, no matter who prepares 
them, should be understood by the hotel accounting 
department, so that adequate recorda will be kept, and 
so that required data will be available for the prepa-
ration of all required tax returns. 
In Massachusetts, a practice has become popular 
among -ny hotels, vi th respect to their ownership and 
organization, that ha.s a distinct tax advantage. It is 
the formation of a "Massachusetts• real estate trust. The 
trust is formed by a group of individuals who a.cquire its 
transfera.ble sha.res. Although the trust is separate from 
the hotel corporation, it is coaposed of the stockholders 
of the corporation. The trust receives ownership of all 
the fixed assets of the hotel and, for the use of these 
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assets, the hotel is charged a substantial yearly rental. 
The trust is not taxable as a corporation in 
Massachusetts and, therefore, is aot required to file a 
• Massachusetts corporation excise t.x return. However, it 
may elect to be taxed as a corporatioa. Since rental income 
is not taxable to corporations in Massachusetts, the elec-
tion to be taxed is made by the trust. The trust then pays 
dividends on its shares to the individual shareholders. 
These dividends, paid on transferable shares of a trusi 
which has filed an agreement with the Massachusetts 
Commissioner of Corporations and Taxation to pay the tax 
directly, are excludable dividend income to the individual 
~areholders on their resident individual Massachusetts 
income tax returns. 
This tax advantage does not exist, however, with 
respec~ to federal taxes. The trust is considered to be 
an association which is taxable as a corporation, and all 
federal corporation tax laws apply to the trust. 
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XII. STATISTICS 
Up to this point, I h&Ye been talking about 
the nature of hotel accounting only in so far as it is 
concerned with the compilation of accurate and valid 
financial statements and their proper presentation. It 
is true that such statements are necessary to management 
in order to enhance the making of sound administrative 
decisions. But, we must also remember that the state-
ments, although accurate and well-presented, should 
convey their info~ation to the reader in as clear and 
meaningful a manner as possible. !he over-all picture 
of the hotel's operation can often be seen most clearly 
through the statistical ana_lysis found as supplementary 
presentations along with the financial statements. 
Statistics serve to accentuate the relation-
ships between the operations of the hotel and the fi-
nancial results which are most important and meaningful 
to management. For example, a hotel manager may be 
pleased to learn from the Food Department statement 
that his cost of food sold has gone from $100,000.00 
to $80,000.00 in successiYe years. However, a sta-
tistical analysis may show him that his food cost, in 
relation to food sales, has gone from 48 per cent to 
50 per cent and, furthermore·, that other hotels in the 
area are enjoying a 36 per cent food cost. 
To some extent, such statistical information 
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iii utilized regularly by most hotels. The amount of· 
sta.:Ustical data. compiled is a matter of choice and will 
vary from hotel to hotel. Chart VII. is perhaps a typical 
illustration of a hotel's monthly statistical report. 
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CHART VII. 
STATISTICS 
Month Yea.r to Da.te 
Thb Year Last Year This Year Last Year 
Rooms 
Net Sales 10<>:' 100% 100% 100% 
Dept. Expenses 
3 :J ::::! :J Profit 
-
J,vaila~le Rooms 
Ol!cupied Rooms 
Total Guests 
Average Rate Per 
Room 
Average Rate Per 
Guest 
rerpentage of Occu-
pa.ncy 
Percelltage of Double 
Oc;cJlp&ncy 
Food 
Net Sales 100% 10<>:' 100% 100% 
Cost of Food Sold 
, Grns Profit 
Caterins 
Other Ineome 
Total Pood IneoMe -
Dept. Expense 
Net Profit or (Loss) :::! ::::! :I :::::! 
- - -Covers 
Breakfast 
Lunch 
Dinner 
Banquets 
Total -
=== - = -
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CHART VII. (Continued) 
Month Yea.r to Da.te 
This Year Last Year This Yea.r Last Year 
Beverages 
Net Sales 100% 100?' 100% 100% 
Cost of Beverages Sold 
Gross Profit 
Other Sa.les - Pull 
Bottles 
Other Sales - Ice 
Total Beverage Income 
Dept. Expense 
Net Profit or (Loss) % % % % 
Gross Paxroll to Gross Income 
Ratios to Gros! Income 
Gross Sales 100% 100% 100% 100% 
Cost plus Expenses 
d :::1 :::! % Gross Profit 
-
SOURCE: Prepared by the Author. 
XIII. SPECIAL REPORTS 
The formulation of special reports is conducted 
almost exclusively by the public accountant. This is one 
of the most varied and interesting phases of hotel account-
ing. A special report may be written on practically any 
subject, and will draw upon the knowledge of many people 
and tap many sources of information. Unlike the routine 
financial accounting that is necessary in the making of 
statements, special reports leave room for much origi-
nality and freedom of imagination on the part of the ac-
countant. 
A special report will originate when a client 
wants information on any subject concerning hotels, which 
he feels can best be compiled and presented by an ac-
countant. The client may be a particular hotel, a hotel 
chain, a business bureau or association, or any other 
individual or group seeking information on almost any 
phase of the hotel business. Beyond this, special reports 
have been, and are being, published by public accounting 
firms for the entire hotel industry, and a discussion of 
one of these will follow. In order to give the reader a 
more specific idea of the subjects which have been covered 
in these reports, I am presenting a list of reports which 
have been made. This list is by no means complete since 
the areas of investigation are so varied and numerous 
that a complete list would not be possible. 
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Projection of Estimated Income and Expenses for 
the Operation of a Proposed New Hotel. 
Study of the Hotal Facilities in a certain area 
and the Desirability of New Hotel Construction. 
Projection of the Estimated Operations of a 
Proposed New Highway Hotel. 
Evaluation of the Room Rate Structure of a 
Hotel. 
Study of the Physical Condition, Proposed 
Rehabilitation, and General Economics of a Hotel. 
Report on the Study of the Catering Department 
of a Hotel. 
Report on the Installation of the Accounting 
System in a Hotel. 
Report on the Storeroom Procedures and Purchas-
ing Methods of a Hotel. 
Report on a Hotel Credit Card Survey. 
Report on a Survey of the Operations of a Hotel. 
Report on a Survey of the Food and Beverage 
Departments of a Hotel. 
Review of the Rates and Methods of Depreciation 
of the Buildings and Furnishings of a Hotel. 
Report on a Study of the Accounting Office and 
Clerical Procedures of a Hotel. 
Report on a Survey of the Housekeeping and 
Laundry Departments of a Hotel. 
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Report on the Trend of the Hotel Business in a 
Certain Area.. 
Survey of the Need for, and Economic Feasibility 
of, Hotel Facilities in an Area where none nov exist. 
Application of the •Hubbart Formula." for a 
Hotel. 
It should be evident, from the nature of the above 
list, that the opportunities for investigations resulting 
in special reports are unlimited, and that each such re-
port will differ in form, content, and detail. For il-
lustrative purposes, I have selected three reports to be 
described in greater detail. 
A. Trends in the Hotel Business. 
"Trends in the Hotel Business" is the name of a 
report published annually by Harris, Kerr, Forster & Compa-
ny. It is one of the fev instances in which an independent 
public accounting firm services an entire industry. The 
report is not prepared with any one particular client in 
mind, rather, it is available to anyone interested in the 
subject. As it is stated in the foreword: 
"Trends in the Hotel Business" is 
compiled annually to provide hotel 
management and others having an 
interest in the industry with infor-
mation pertinent to hotel operations. 
Its objective is to delineate im-
portant trends in the hotel business, 
to compare these trends with that of 
the national econo~ as a whole, 
6). 
and to provide practical data. on 
operating results a.s measuring 
guides for hotel operators. 
This is the most comprehensive special report 
in the field of hotel accounting, drawing information 
and data. from the accounting records and statements of 
400 hotels. It is a. good example of the accountants' 
ability to go beyond the routine compilation of state-
menta of financial condition and operating results, and 
to interpret this data. statistically in the light of 
historical trends and whole economic picture of the 
times. Operating results of hotels are presented from 
the points of view of geographical location, type of 
hotel (transient, residential, resort, and motor), and 
size. 
B. Report on the Hotel Facilities 
in a Certain Area 
This type of report and projections of esti-
mated income and expenses for the operation of a pro-
posed new hotel are the two special reports most in 
demand. 
In investigating a certain area, the accountant 
will utilize every source of information available, and 
he will usually find himself beyond the realm of merely 
the hotel accounting function. He may seek out any or 
all of the following sources of information: 
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Business Councils 
Local Hotel Association 
Building Owners and Managers Associations 
Chamber of Commerce 
Parking Authority 
Local University 
Real Estate Board 
Urban Redevelopment Authority 
Restaurant Owners Association 
Business Reviews and Publications 
Public Opinion Interviews 
Legal Information 
Financial Statements of Local Businesses 
The purposes of such a report are to determine 
the adequacy of existing hotel facilities in the area, 
and to find out if a new hotel is, or will be, needed. 
If a new hotel is needed, the report will comment on the 
type, size, and price classification which appear most 
desirable. 
Much background information on the area is 
needed, relating to such matters as geography, trans-
portation, parking facilities, sewage system, recre-
ation facilities, and the history of the area and its 
development. This information should be presented in 
some detail, as it is valuable in the formulation of any 
projected plans for the type and location of a new hotel. 
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Pigures can then be obtained for the following existing 
business conditions. 
1. Assessed Valua.tiona of Real Estate. As-
sessments can be broken down by areas showing increases 
and decreases where they have occurred. Special empha-
sis is placed on the effect on assessed valuations where 
new construction has taken place. 
2. Private Constructiop. Major private con-
struction projects presently under way are examined for 
their predicted effect on the area from all points of 
view. The reasons for a lack or an abundance of con-
struction may provide valuable information. 
3. Existing Hotel Pacili ties. A complete d.e-
tailed analysis of the existing hotel facilities is 
needed showing available rooms, existing rates, seating 
capacity of public rooms, locations and capacities of 
dining rooms, cocktail lounges, and bars in the area. 
Also, information must be obtained as to existing plans 
for expansion on the part of any hotels in the area. 
Even where no plans exist, determination is made of the 
potential for expansion, and it is estimated in numbers 
of guest rooms and other public space. 
4. Hotel Operating ~perience. The financial 
operating results of the hotels in the area are presented, 
and they are compared with national trends and averages 
for similar operations. Trends in occupancy and occupancy 
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percentages are valuable indications of the demand for 
new hotel construction. 
5. Analysis of Demand. The report should 
indicate whether the existing demand for hotel space 
comes mainly from commercial trade, tourists, con-
ventions, or permanent guests. For instance, it con-
ventions are numerous, a new hotel would have to pro-
vide for this demand. It would also need to know if 
the conventions were mainly special local groups, 
regular business, or large annual conventions. 
6. Public Opinion. Results of interviews 
with civic and business leaders and with the general 
public are shown. These give indications of how the 
people in the area feel about the existing hotel fa-
cilities, and what they think about the success or 
failure of a new hotel. 
1. Economics. The general economic climate 
of the area can be shown through the reporting of data 
concerning; 
a. Geographic size and population. 
b. Travel time to other cities by all 
means of transportation. 
c. Industrial firms classified by type 
of business. 
d. The labor force, and the prevalence 
of strikes and disputes. 
67. 
e. Unemployment figures. 
f. Trade indexes and retail sales 
figures. 
B. Local Problems and Conditions. The area 
under examination may have a history of such problems as 
smog, smoke, floods, or earthquakes. Where these obstacles 
exist, all available information on them is gathered and 
summarized in the report, since these conditions will un-
doubtedly have a bearing on the desirability of the area 
for nev hotel construction. 
When data of this nature has been assembled, 
the accountant is in a fairly good position to draw con-
clusions about the hotel facilities in the area, and a-
bout the type and size of a new hotel if one is needed. 
Beyond this, given the hypothetical plans for a new hotel, 
he can compile projected financial statements for its 
future operations. Included in the report, may be several 
statistical charts and graphs supplementing the descriptive 
text and illustrating the major points of discussion. 
The accuracy and thoroughness of the survey will be determin-
ing factors in the ultimate success of the special report. 
Reports such as these are in great demand and provide a 
broad field of endeavor for the hotel accountant. 
C. Application of the "Hubbart Formula" 
The "Hubbart Formula" was devised to compare the 
actual average earned room rate against the rate required, 
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under the same conditions, to provide a fair profit re-
turn on the investment in the hotel. The hotel accountant 
may be asked to apply this formula to a hotel in the form 
of a special report. The computation of the required 
room rate is made in the following manner: 
Total Operating Expenses 
Taxes and Insurance 
Total Depreciation Expense 
Other Fixed Charges 
Return on Pair Value (Desired Profit 
,C X Value) 
Less: Other Income 
Departmental Profits {other than Rooms) 
$ 
• 
Amount to be recovered from Guest Room Sales ~·===== 
Number of Guest Rooms Available 
Number of Guest Rooms Occupied (experience) 
Percent of Occupancy 
Computed Average Daily Room Rate required 
to cover Cost and Return on 
Investment at the existing " 
of Occupancy. 
Less: Average Existing Daily Room Rate 
Required Change in Daily Room Rate :~:'==== 
The above computation ean be made at various pro-
jected percents of occupancy as well as at the existing one. 
The available rooms multiplied by the percent of occupancy 
produces the number of rooms to be occupied. The amount 
to be recovered from room sales divided by the expected 
number of occupied rooms gives the required average daily 
room rate. The computation may disclose that the exist-
ing room rates must be increased in order to meet the de-
sired revenue from the sale of guest rooms. However, an 
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increase in room rates may result in a decrease in the 
percentage of occupancy. Before a decision can be 
reached, based upon such a computation, consideration 
must be given to other factors such as this. 
The three special reports described above differ 
markedly in content and purpose. They demonstrate the 
varied nature of the areas with which hotel accounting 
may concern itself. Furthermore, the special report 
serves to emphasize close relationship between account-
ing and all the other fields of business administration. 
In the creation of such reports, the accountant neces-
sarily uses his knowledge of management, statistics, fi-
nance, law, marketing, and economics. The hotel accountant 
can be no more disassociated from all other individuals 
in the hotel business than can the hotel industry be dis-
associated from all industry. 
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XIV. ANAYLSIS AND CONCLUSION 
The structure and characteristics of the hotel 
industry are such that the adoption of the "Uniform 
System of Accounts for Hotels", recommended by the Ameri-
can Hotel Association, has been generally accepted by ac-
countants and managers of most modern progressiTe hotels. 
The uniformity of the account system does not indicate a 
limitation or confinement of change and innovation. 
Rather, the system is designed to meet changing conditions 
and the solution of many new and old problems facing the 
hotel. The fact that the system has withstood the test 
of time with little needed change is evidence of its 
flexibility and soundness of principle. Among the ad-
Tantagu of such uniformity is the fact that it creates 
a common ground for intelligent communication between 
hotel administrators with varying sizes, types, and lo-
cations of hotels. It also facilitates the compilation 
of data for such studies as "Trends in the Hotel Business", 
enabling the hotel to compare its operational performance 
with those of other hotels in the industry. 
In section II. of this paper, emphasis was 
placed upon the departmentalized structure of the hotel 
and its accounting system. The strict delineation of 
the hotel's operations by the departments leaves room 
for unlimited expansion and change within the hotel, 
since a new department or a change in a department will 
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not effect the accounting for the entire hotel. For 
instance, the occurrence of unusually high losses or 
expenses in the food department have no direct effect 
on the statements for the other departments. Clear 
lines of responsibility are maintained, and true re-
flection of financial activities is facilitated by the 
conformity of the accounts to the physical structure 
and operations of the hotel. Beyond this, we see that 
valid comparisons can be made not only between indi-
vidual hotels, but also between the corresponding 
departments of several hotels. When a hotel incurs an 
expense such as painting and redecorating for both its 
restaurant and its rooms, one might well say that, since 
the amount of the expense is determinable and the pay-
ment is to one party for one service, there is no need 
to divide it into two amounts and charge it to two depart-
ments because the overall effect of the expenditure on 
the hotel will be the same in any case. This argument is 
invalid, however, because we must keep in mind at all 
times that financial statements are primarily of value 
only in so far as they are useful to management. 
Both hotel managers and accountants must. be di-
versified in their knowledge. While the chef may be ex-
cellent in the performance of his duties, he may know 
nothing of the activities of the rooms department and the 
front office. The hotel auditor cannot. afford this high 
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degree of specialization. He must be as broad in his 
knowledge as is the hotel in its operations. 
Problems facing the hotel business, are constant-
ly increasing. These problems arise both from within the 
hotel and from outside business conditions, and they are 
the result of constant change and expansion. Within the 
hotel, the ever present and increasing problem has been 
that of internal control, made particularly difficult 
because of the diversification of departments, personnel, 
and procedures. The degrees of internal control needed 
by individual hotels and the steps taken to insure their 
implementation vary, but the problems encountered are 
much the same throughout the industry. Custody and hand-
ling of cash, storeroom and inventory procedures, purchas-
ing and receiving methods, beverage and food consumption, 
collection of revenue, and payroll and accounting record 
maintenanee exemplify the activities requiring constant 
attention from the point of view of internal control. 
To the accountant, the presence or lack of such controls 
is of prime concern. Frequently, he is called upon to 
install systems of internal controls for any or all of 
the departments of a hotel. 
While it is true that modern achievements in 
the field of public transportation have, on the whole, 
been beneficial to the hotel business, some hotels have 
discovered that transportation has become so fast that 
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many potential guests are able to travel some distance 
and return in one day without staying at a hotel over 
night. Obviously, the motor hotels have increased and 
profited from advances in highway travel. They have, on 
the other hand, taken much of the business away from the 
older transient hotels, particularly in the smaller cities. 
Hotels in the large cities, however, have not suffered 
measurably from the rise of the motor hotel. 
The growth of hotels in size and number has 
resulted in a greater need for competent hotel auditors 
and bookkeepers. Part of the increase in volume of ac-
counting work is being dealt with by the development and 
use of modern business machines. Indications are, how-
ever, that the real problem in achieving better account-
ing departments in hotels is a hack of trained personnel, 
both as business machine operators and as employees well 
educated in the whole subject of accounting. 
Through the years, hotel owners and managers 
have tended to place little importance on their accounting 
departments, considering them as areas of high overhead 
cost with little productive capacity. The manager could 
always see the tangible results of his other income pro-
ducing departments. If the chef was producing good food 
in the kitchen, the manager was made aware of it through 
increased revenue from his dining room, compliments from 
customers, and through enjoying the food himself. A 
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good accounting department does not produce these kinds 
of results, and in many instances, managers do not under-
stand what the accounting department is actually doing. 
They recognize good food when they see it, but they often 
do not recognize good financial statements, nor do they 
have much knowledge of accounting. They are beginning 
to realize that efficient accounting departments can not 
only save them money in auditing fees, but can provide 
valuable assistance in the making of constructive mana-
gerial decisions. 
In the area of special reports prepared by the 
independent accountant, the growth of hotels has given 
rise to great and varied activity. The predominance of 
reports concerned with the construction of new hotels 
and the installation of accounting systems, indicates a 
higher degree of planning and organization on the part 
of existing and prospective hotel owners. As is the case 
in most industries, we have seen the emergence of the 
large hotel chains in recent years. A business, as it 
grows to some size, cannot fail to recognize the value 
of the services of good private and public accountants, 
and the hotel industry is no exception. 
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